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The objective of tills thesis is to study the relationship between fiscal deficit and trade deficit within
Mundell Flemming Approach. Itis a test of twin deficits in the case of Thailand. This thesis also studies effects of
fiscal expansion. Moreover, different ways of financing the budget deficit are also expected to affect the trade
balance in different ways. The result shows that an increase in the budget worsens the trade balance slightly. The
twin deficits occurred in Thailand are the same as those occurred in the UK, the USA and Developing countries
such as the Philippines and Turkey. Fiscal expansion has positive effects more than negative effects. It leads to the
expansion of real income, private consumption and private investment. However, demand for import increases
too. Therefore, trade balance would be worse. Additionally, the fiscal imbalance will have different effects on trade
balance depending on how the deficit is financed : external source or internal source. With assumption that change
In price is greater than change in money supply. Trade balance in the case of external borrowing will be worse
than in the case of internal borrowing, although the budget deficit financed by domestic source will make
economic variables (income, consumption, investment and import ) expand more than the case of external
borrowing. This is because in the case of external borrowing, inflation is much higher than in the case of internal
borrowing.
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